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			MAIN IDEA

			All strategic frameworks and strategy textbooks produced to date have had one overarching aim: To build and then protect a sustainable competitive advantage against all challengers. A sustainable competitive advantage is the Holy Grail of traditional business strategy.

			Competitive Advantage

			In today’s dynamic and ever-changing marketplace, however, sticking to the same old playbook and defending your competitive advantage is less helpful. Within a year, the marketplace can change dramatically. It doesn’t seem smart to keep defending a competitive advantage which no longer matches the market,
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			Therefore, a better way to think about business strategy today is to figure out ways to build and then exploit successive transient advantages. You undertake new strategic initiatives, exploit any transient advantages which result for as long as possible and then move on to the next big thing.

			Rather than trying to make your competitive advantage sustainable, plan your strategy around having multiple transient competitive advantages in play at the same time. If you can make your business strategy more fluid, more customer-centric and far less industry-bound, you will position your business to succeed.

			“Sustainable competitive advantage is now the exception, not the rule. Transient advantage is the new normal. Stability, not change, is the state that is most dangerous in highly dynamic competitive environments.”

			– Rita McGarth

			About the Author

			RITA GUNTHER McGRATH is a professor at Columbia Business School. She is widely recognized as an expert on business strategy in volatile environments. She also consults with leading companies including Coca-Cola Enterprises, General Electric, Pearson and the World Economic Forum. Dr. McGrath is the author of three books including Discovery-Driven Growth and MarketBusters. Prior to joining the faculty of Columbia Business School, she served as an information technology director, worked in the political arena and founded two startups. She is a graduate of the Wharton School, University of Pennsylvania, Barnard College and the Columbia School of International and Public Affairs.

			The Web site for this book is at www.ritamcgrath.com.

			Important Note About This Ebook

			This is a summary and not a critique or a review of the book. It does not offer judgment or opinion on the content of the book. This summary may not be organized chapter-wise but is an overview of the main ideas, viewpoints and arguments from the book as a whole. This means that the organization of this summary is not a representation of the book.

			Summary of The End of Competitive Advantage (Rita Gunther McGrath)

			1. The downside of competitive advantage

			Having systems and structures which are focused on extracting maximum value from a competitive advantage become a liability when you have to change to exploit short-lived opportunities. To compete in today’s dynamic marketplace, act differently.
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			The ultimate aim of most strategy playbooks has always been to build a sustainable competitive advantage and then defend it against all-comers. That may have been sound advice in past eras but when operating in a fluid and dynamic environment like today, competitive advantages don’t last all that long. If you’ve invested all your assets in extracting maximum value from a competitive advantage and that advantage subsequently dissipates, then you’re going to have problems.

			“Leaders have inherited a lot of ideas that may have made sense at one point but aren’t keeping up with the pace of strategic change today. Although executives realize that rapid change is the norm, the strategies they use to compete still draw on frameworks and practices that were most effective decades ago. Executives need a new set of strategy frameworks and practices for winning over the long haul, even as sustainable competitive advantages have become a thing of the past.”

			– Rita McGrath

			Conventional views of competitive advantage have always been based on two foundational assumptions:

			
					Industry matters most – and you can get some decent payoffs by spotting industry trends and positioning yourself accordingly.

					Once achieved, a competitive advantage is sustainable and will endure – due to the fact the industry dynamics are slow changing and won’t vary much from one year to the next.

			

			Those two assumptions can be fatal in the highly variable and dynamic competitive environments which exist today. These assumptions encourage inertia and building along the lines of existing business models rather than doing anything radical or different. It also means customers will end up seeking other alternatives which are a better match for their evolving needs and moving on. If you’re not careful, you can end up becoming trapped in a competitive advantage while your market relevance slips away.
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			A far better way to operate today is to try and achieve some transient advantage which you exploit for as long as possible. Then, rather than trying to defend that advantage, you then move to another temporary advantage to match the shift in the marketplace. Instead of making one competitive advantage your fortress, you have the mindset that any advantage you do have is only temporary and therefore you should make hay while the sun is shining and then move on.

			This approach of focusing on short-term advantages which are exploited for as long as feasible and then superseded by an updated and improved temporary advantage makes sense when the marketplace is changing and evolving rapidly. When you rely on transient advantages, you’re not making a bet there will be no changes which end up invalidating your original competitive advantage. You’re not saying you expect the marketplace to be static and for the existing dynamics to hold true forever and a day.

			Some companies are already doing this to great effect. A good example is Infosys which goes through a top-to-bottom company reorganization every two to three years. By doing this, Infosys breaks up the inertia which any company builds up over time. Infosys also uses these reorganizations as an opportunity to move people and resources out of projects which are losing steam and into the emerging-growth opportunities of the future.

			“The cost of reorganizing the company is nothing compared to the growth potential it unleashes. We work out what our new axis of growth will be, then reorganize the company to deliver to these axes.”

			– Sanjay Purohit, head of planning, Infosys

			“The strategy playbook today needs to be based on the idea of transient competitive advantage — that is, where you compete, how you compete, and how you win is very different when competitive advantage is no longer sustainable.”

			– Rita McGrath

			“Strategy, at least as it has been practiced for some time, is stuck. Stuck in ways of thinking that may have made a lot of sense when industries were stable, when trends were more or less predictable, and when the pace of technological evolution seemed to be slower. The idea of strategy then was to achieve stability via a sustainable competitive advantage. Today, that way of thinking about strategy is in tatters. It would be easy to bemoan the loss of so much security and stability, and it is indeed important to be candid about the downsides and the social adjustment costs. But I think it’s just as important to be excited about the opportunities so much dynamism in our economy creates. There will be more room for people to be entrepreneurial. There will be much more variety in how we cobble together our careers, meaning there will be many more on-ramps for people who need to step away for a while. There will be a need, yes, but also tremendous opportunities for more people to obtain the skills and education they will need to be effective in the transient-advantage economy.”

			– Rita McGrath

			“The end of competitive advantage means that the assumptions that underpin much of what we used to believe about running organizations are deeply flawed. When competitive advantages don’t last, or last for a much shorter time than they used to, the strategy playbook needs to change.”

			– Rita McGrath

			2. Anatomy of a transient advantage

			Any competitive advantage – whether transient or long-term – goes through the same life cycle. When advantages are fleeting, however, firms must go through the cycle much more quickly than they normally would prefer. The stages are:

			
					Launch – identify an opportunity and mobilize resources to capitalize on it.

					Ramp up – the idea is brought to scale with delivery and service systems.

					Exploitation – where the firm captures profits and market share.

					Reconfiguration – where you have to do different things to respond to competitors.

					Disengagement – where your resources are extracted and then reassigned.
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			To get good at harnessing temporary or transient competitive advantages for maximum effect, you have to first understand the life cycle these advantages typically go through. There are normally five stages:

			Launch

			During launch, you’re actively trying to identify emerging opportunities and figure out which are worth focusing on and which are not. Once you identify a viable marketplace opportunity, you then start allocating resources and assembling a project team with the right blend of skills and experience. This is the stage where innovation is to the fore.

			Ramp Up

			Once it becomes clear the opportunity is gaining traction, you then ramp up the resources allocated to it as quickly as feasible. You also look for ways to capture more market segments. You put in place systems and processes which are the right scale for what you need to deliver. Your initial market experiments morph into full-strength market launches. Speed is critical during ramp up – if you ramp up too slowly, competitors will match what you’re doing and dilute or obliterate your differentiation.

			Exploit

			Following on from a successful ramp up, your business can then enter into a period of harvest and exploitation of that commercial opportunity. During the exploitation stage, the business is operating well and generating reasonable profits as you define them. Loads of positive reinforcement loops kick in during exploitation – you have a clear differentiation which customers appreciate and value. Your market share grows and profitability increases. As more customers buy, your prices and margins are great – possible even making you a market leader which everyone is trying to beat. The key here is to extend the exploitation stage for as long as possible but not to lose sight of the fact it will eventually end.

			Reconfigure

			This fourth stage is one many companies struggle with. Even while you’re doing well during the exploitation stage, you’d be well advised to start pulling some assets and resources out of the operational side of the firm and start running some active experiments to find the next big thing. That way when your temporary advantage loses steam, you will be well on the way to reconfiguring and reorganizing to position yourself to ride the next wave which comes along. Reconfiguration is central to success in transient advantage style situations. You have to start pulling assets and capabilities away from exploiting the current advantage and apply them to your next-generation products and services.

			Disengage

			Very few companies are good at this and yet disengagement is absolutely vital to harnessing transient advantages to best effect. Most people tend to view disengagement as failure. Savvy companies see disengagement as necessary and healthy. It means resources, assets and capabilities are transferred systematically from a dying line of business into commercialization of an emerging business opportunity. Disengagement requires vision and commitment to act decisively.
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			In past business eras, the exploitation phase was long-lasting and managers could reasonably expect to make several moves and countermoves in that phase. Today, that exploitation phase and in fact the entire life cycle is much shorter. With that in mind, it makes sense for business managers to start building highly scalable competencies which will be useful for the next innovation while the current technologies are still in the middle of exploitation.

			“In many organizations, the center of gravity is determined so much by the businesses in “exploit” mode that the other parts of this process are neglected. That matters, because different disciplines and skills sets are useful in different parts of this wave. The launch and ramp-up processes require innovators and experimenters who are comfortable with ambiguity and prepared to learn. The exploitation phase needs people who thrive on designing effective processes and making things systematic. The disengagement phase requires those who are good at seeing early evidence of decline and unafraid to make the sometimes-difficult decisions to stop doing something.”

			– Rita McGrath

			“In an organization of any complexity, part of the challenge from the strategists’ point of view is that you will have many such waves playing out, in different phases, all at the same time. The job of orchestrating how these waves are managed is increasingly a crucial part of the CEO’s challenge.”

			– Rita McGrath

			So how many companies have figured out how to thrive with the challenge of moving from one transient advantage to the next over a reasonable period of time? To answer that question, the following analysis was carried out in 2010:

			The starting point was to identify all publicly listed firms (on any global exchange) which had a market capitalization of USD$1 billion or more as of the end of 2009. That initial pool was 4,793 firms.

			The next filter was to look at how many of those firms had been able to grow revenue or net income by at least 5 percent per year from 2004 to 2009. Only 8 percent met the revenue growth threshold and only 4 percent met the net income growth threshold.

			When you extend the analysis period out from five years to ten years, there were only ten firms which managed to grow their net income consistently by at least 5 percent over that period. Those firms were:

			
					Cognizant Technology Solutions, United States

					HDFC Bank, India

					FactSet, United States

					ACS, Spain

					Krka, Slovenia

					Infosys, India

					Tsingtao Brewery, China

					Yahoo! Japan, Japan

					Atmos Energy, United States

					Indra Sistemas, Spain

			

			When the performance of these ten firms (0.25 percent of the original group) were compared against their peers, it became clear this group of firms succeeded because they pursued strategies with a long-term perspective on where they want to go balanced by a recognition that whatever they were doing today wasn’t necessarily going to drive their future growth. These companies excelled because they combine tremendous internal stability with outstanding external agility, particularly with regards to business models. They

			
			
					The capacity and ability to continuously reconfigure operations – to move from exploiting one advantage to another seamlessly and without fuss.

					A healthy approach to disengagement – to reorganize and head in a different direction rather than attempting to defend a weakening or exhausted competitive advantage.

					Providing access to assets rather than mere ownership – so that assets are not held hostage by the managers of business units which are in declining market spaces.

					Innovation as a continuous, well-managed process – rather than as something which is sporadic and tentative.

					Fact-based decision making – where everyone uses data to get to the truth rather than trying to defend past decisions or save face.

					A predisposition towards healthy reorganizations – an awareness that reorganizing can be worthwhile when you move people from low value projects to high value activities.

			

			
			
			
			
					Always think in terms of arenas, not industries

					Set themes, then let people experiment

					Adopt entrepreneurial metrics

					Focus on experiences and solutions, not products

					Build and harness strong networks

					Learn how to disengage in healthy ways

					Get systematic about early-stage innovation

					Focus on experimentation, iteration and learning

			

			1. Always think in terms of arenas, not industries

			
			
			
			
			
			
			
			2. Set themes, then let people experiment

			
			
			
					Morphing instead of downsizing – You will be able to keep entering new growth markets all the time as you move your competitive assets from one market niche to another. This will be a welcome change from the normal approach of undertaking extreme downsizing exercises or radical restructuring.

					Areas of emphasis – You will move from having the bulk of your corporate efforts applied to exploitation and instead be placing equal emphasis on all phases of a competitive life cycle within an arena.

					Stability and dynamism – While it may sound paradoxical at first glance, you actually become more stable if you increase your organizational dynamism. You show that you won’t get trapped in some niche of the market but will instead move ambitiously and confidently to the best markets. Furthermore, if you’re confident in your ability to retrain and then redeploy your people as required, then you avoid having to fire people when competitive conditions are shifting. That’s a boost to your corporate culture.

					Talent fluidity – If you continuously reconfigure, your people will understand they are not stuck in narrowly defined jobs or roles. They will see that it’s feasible to move up or down the organizational ladder by moving from one specialty to another and will value the flexibility and opportunities that provides. This will enhance loyalty and enable you to retain good people.

					Variety in execution – When you become highly adept at harnessing transient advantages, your people become comfortable with doing the same with their careers. You also get systems that are applicable in a variety of settings rather than those which are held hostage and monopolized by powerful executives. Savvy firms have flexible budgeting processes and an options-oriented approach to innovation. That way funds and resources flow to where the best opportunity lies rather than being dictated by past successes and failures.

			

			3. Adopt entrepreneurial metrics

			
			
			
			
			
			
			
			
			
			
			4. Focus on experiences and solutions, not products

			
			
			
			
			
			5. Build and harness strong networks

			
			
			
			
			
			
			
			6. Learn how to disengage in healthy ways

			
			
			
					You pick up on and identify the warning signals – and use them to spur you to take action rather than burying your head in the sand and hoping for the best. Usually this involves picking up on qualitative leading indicators rather than waiting for the quantitative lagging indicators.

					You have to create a way for the importance of the numbers to be recognized widely – for people to sit up and take notice of what’s happening. You must bring things to a head and get managers to make a decision about the best way forward.

					Once the decision to wind things down has been made, you then need to design a disengagement strategy which makes sense – which you have to sell to others in your organization. The six options are:	An orderly migration from old to new

	Garage sale of assets to the highest bidder

	You support existing customers only

	You hold a fire sale and exit speedily

	You do a dramatic reorganization – a Hail Mary

	You consolidate and try to be the last man standing




			

			
			
			7. Get systematic about early-stage innovation

			
			
			
					Assess the current state, define the growth gap and where you need to be

					Get senior managers aligned and resources assigned

					Organize how innovations will be run and governed internally

					Start building an innovation and introduce it to the organization

					Launch an innovation which is tangible, real and meaningful

					Create supporting structures like training and track innovation

			

			
			
					Governance system – where innovation is treated as a significant task and is well supported and fostered. This applies equally to top-down and bottom-up ideas and suggestions.

					Ideation process – creating a pipeline of promising ideas the company can consider and evaluate. Smart companies link innovations specifically to customer needs rather than just coming up with random interesting possibilities.

					Discovery process – where teams have enough resources to take seed ideas and flesh them out in more detail. This is where business models are developed and fine-tuned.

					Incubation – pilots are run and prototypes are made so you can learn what the real business would involve. This is where assumptions are validated and market tests are conducted.

					Acceleration – when a new idea gets to market and is scaled up to become a commercial reality.

			

			
			
			8. Focus on experimentation, iteration and learning

			
			
			
			
					Start taking some training courses to acquire new skills which may be meaningful in an economy dictated by transient advantages.

					Get into the habit of working with at least five different organizations – through employment, consulting, volunteering or partnering.

					Always be running a permanent campaign for a new and better job. Keep your job seekers kit up-to-date and ready to go at a moment’s notice.

					Build your personal network so you have some good leads for new opportunities should the need arise.

					Have enough money put aside so you can take the time to retrain, work for a small salary or volunteer for a while to access a new opportunity.

					Try and generate an income from a variety of activities rather than just relying solely on a salary.
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